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Pace Student
Vol. VII

New York, March, 1922

No. 4

Changes in the 1921 Federal Income and Profits Tax
Tax Liability of Corporations
By John T. Kennedy of the Lecture Staff, Pace Institute, Washington, D. C.
Editor’s Note: We are pleased to present in this issue two noteworthy ar
ticles by tax specialists on the preparation of Federal tax returns of corporations.
One article is by John T. Kennedy, Esq., of Washington, D. C., formerly a mem
ber of the Board of Review of the Income Tax Unit, and lecturer on Federal Tax
ation in Pace Institute of Washington; and the other is by H. M. Stein, Esq.,
formerly accountant with the Technical Division of the Income Tax Unit, and
lecturer on Federal Taxation in Pace Institute of New York.
AT ONE time, it was suggested that income tax

returns might be simplified by a process
of elimination. The plan was to explain
and set forth first, those items in which every tax
payer was interested; second, those in which
most, but not all, were interested; and, lastly,
those in which only a few were interested. Suit
able headings would apprise the taxpayer of the
content of each of these classifications, so that
only those concerning which he was interested
need be read or considered.
Although the plan was not feasible for tax re
turns, I shall adopt the principle underlying it in
this article. Manifestly, it would be out of the
question, in a single article, to explain all the items
entering into the determination of the 1921 income
and profits tax liability of corporations. So I shall
eliminate those which are not of general inter
est, and those which are fairly familiar because
they were included in the former Acts. This will
leave for consideration only the changes which
the 1921 Act invokes concerning the tax liability
of domestic corporations subject to tax upon in
come from all sources.
For the year 1921, there is imposed upon cor

porations an excess-profits tax and an income
tax; for years subsequent to 1921, an income
tax only is imposed. The rates of tax for the year
1921 are the same as those for the year 1919.
The rate for the income tax imposed after 1921
is 12½ per cent. instead of 10 per cent., which
was the rate in 1919.
Those preparing corporation returns for 1921
will find that the computation of the excess-profits
tax is practically the same as for the year 1919.
There are, however, a number of changes in
the computation of taxable income. These changes
have to do with certain income which is exempt,
with deductions, with credits—that is, amounts
subject to the excess-profits tax, but not to the
income tax—and with the credit for foreign
taxes.
The Liberty Bond exemptions have been sim
plified. All interest on United States obligations is
exempt from the income tax on corporations.
Limitations of the exemption affect only the
excess-profits tax. Of these, the only securities
which need analysis are the War Savings Stamps,
Treasury Certificates, and Liberty Bonds of
the 4 per cent. and 4¼ per cent. issues. Interest
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on the other issues is either entirely exempt from
the excess-profits tax, or not exempt in any
amount. The Liberty Bond exemptions for the
excess-profits tax may be briefly summarized as
follows:All interest is exempt from the excess-profits
tax on (a) United States obligations issued prior
to September 1, 1917, including First Liberty
3)4 per cent. Bonds, and (b) Victory 3¾ per cent.
Notes.
No interest on Victory 4¾ per cent. Notes
or on Treasury Notes is exempt from the excessprofits tax.

Partial Exemptions
Interest is partially exempt from the excessprofits tax on (a) those obligations bearing inter
est at 4 per cent. or 4¼ per cent., and (b) Treas
ury Certificates and War Savings Certificates.
The partial exemptions are:
(1) Interest on an aggregate principal of $30,000 of First 4¼ per cent. Liberty Bonds, Second
Converted (issue of October 28, 1920 only).
(2) Interest on an aggregate principal of $125,000 of all 4 per cent. and 4¼ per cent. Liberty
Bonds.
(3) Interest on an aggregate principal of $5,000
of all 4 per cent. and 4¼ per cent. Liberty Bonds,
and upon War Savings Certificates and Treasury
Certificates.
It will be noted that one issue of these bonds
comes within all three exemptions, that all 4 per
cent. and 4¼ per cent. bonds come within the
last two, and that War Savings Certificates and
Treasury Certificates come only within the last.
Hence, a corporation which owns 4¼ per cent.
bonds of the issue of October 28, 1920, may exempt
interest on a principal equal to the total prin
cipal exempt under the three classes—that is,
interest on a principal of $160,000. In such case,
the corporation would have to report, of course,
all interest on its other 4 per cent. or 4¼ per
cent. bonds, and on such War Savings or Treasury
Certificates as it may possess. The exemption on
the 4¼ per cent. issue of October 28, 1920, may,
accordingly, be claimed under any of the three
classes, to the extent of the exemption provided
in each class. Likewise, the exemption on the
other 4 per cent. and 4¼ per cent. bonds may be
claimed either in respect of the $125,000 exemp
tion, or the $5,000 exemption, or both. The
exemption respecting War Savings and Treasury
Certificates may be claimed only to the extent
of $5,000 principal, these falling only within the
third class.
These exemptions are based on the average hold
ings of each class of bonds during the year. If
holdings have been changed, the average prin
cipal may ordinarily be found by dividing the
interest received on any class by the rate of inter
est, and multiplying the result by one hundred.
Or, if the taxpayer prefers, the average may be
found on the basis of the time periods during
which the bonds were held.
Another change in exempt income is that re
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specting proceeds of life-insurance policies received
by a corporation. Heretofore, only individuals,
and not corporations, were entitled to exclude from
gross income the proceeds of life-insurance policies.
Under the new Act, such proceeds are exempt for
corporations as well as for individuals.
The new Act contains changes in certain of the
allowable deductions.
These include interest,
taxes, losses, bad debts, and dividends.
All interest paid, or accrued, during the year
may be deducted, excepting interest on indebted
ness incurred to acquire or carry the following
classes of tax-exempt securities: (a) Obligations
of a state, territory, or political subdivision thereof,
or of the District of Columbia; (b) obligations of
Federal Farm Loan Banks and National Farm Loan
Associations; (c) obligations of the United States
issued prior to September 1, 1917; (d) Postal Sav
ings Certificates and Victory 3¾ Notes, which
were not originally subscribed for by the taxpayer.
Accordingly, subject to the one exception of obli
gations of the United States issued after Septem
ber 1, 1917, originally subscribed for by the tax
payer, interest may not be deducted upon indebt
edness incurred to acquire or carry obligations the
interest on which is entirely exempt from the
tax.
Taxes paid by a corporation divide between those
imposed upon the corporation and those paid by
the corporation, although imposed upon either
its bondholders or its stockholders.
Taxes Deductible
Subject to the three exceptions next noted,
the taxes imposed upon a corporation are deduct
ible. The first exception is, that Federal income
and profits taxes may not be deducted in deter
mining taxable income. The next exception is,
that the amount of income and profits taxes paid
foreign countries, or United States possessions,
which, under the Act, may be subtracted from the
United States tax, may not be claimed as a deduction
from income subject to the tax. By this is meant
that domestic corporations paying income and prof
its taxes to foreign countries, or to United States
possessions, are allowed to subtract from the United
States tax, as later explained, either all or a part
of these taxes; and to the extent these taxes are
subtracted from the United States tax, they are
not deductible from income subject to the United
States tax. The other exception is, that a tax
assessed against local benefits, of a kind tending
to increase the value of the property of the cor
poration, may not be deducted. All other taxes
imposed upon a corporation are deductible.
Some corporations have issued and outstanding
bonds, which are known as tax-free covenant
bonds. Under the terms of these bonds, the cor
poration undertakes to pay certain, or all, taxes
imposed upon the holder by reason of the owner
ship of the bonds. Federal taxes paid by the cor
poration respecting these bonds may not be de
ducted, but state or local taxes paid pursuant to
their provisions may be deducted. Under former
laws, the bondholder was required to include, as
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part of his income, the amount of tax paid on his
behalf by the corporation. The present law spe
cifically excludes such amounts from the bond
holder’s taxable income.
States, or political subdivisions of states, some
times impose upon stockholders of a corporation
a tax on their stockholding interest. In most in
stances, the corporation pays this tax on behalf
of its stockholders. Heretofore, taxes so paid by a
corporation were not deductible by the corpora
tion, but under the new Act, are deductible, if
the corporation is not reimbursed by the stock
holder. Of course, when the tax is deductible by
the corporation, the stockholder may not claim
the deduction.

Change in Deductions
Slight changes are made in the deductions for
losses. All losses may be deducted, excepting (a)
those compensated for by insurance or otherwise;
and (b) certain losses incurred in the sale of stock
or securities. Losses incurred in the sale of stock
or securities may be deducted unless the corpora
tion, within thirty days before or after the sale,
acquires (otherwise than by bequest or inheritance)
substantially identical property which it holds for
any period after the sale or disposition. This limi
tation does not apply to a dealer in stock or securi
ties, if the transaction is one made in the ordinary
course of business. Moreover, if the stock or
securities acquired in connection with the transac
tion constitute only a fraction of what was sold,
then a loss may be claimed to the extent that
the sold stock or securities are not replaced.
Another change respecting losses affects the
year in which they are deductible. Former Acts
required that losses should be deducted in the
year when sustained. The new Act provides
that the Commissioner may, when in his opinion
the income would be more clearly reflected,
permit the taxpayer to account for the loss as
for a different period than that in which sustained.
A ruling of the Department explains this provision
by stating that a loss sustained in one year may
not be discovered until the succeeding year, and
that income may more truly be reflected by allow
ing the deduction in the year of discovery instead
of the year when sustained. Should the corporation
wish to avail itself of this relief, the loss should
be reported, in the first instance, as for the year
in which sustained, and to the return should be
attached a statement setting forth the reasons
why the loss should be accounted for- as of a differ
ent period.
Under former Acts, bad debts could be deducted
only when determined worthless. The taxpayer
now has the option either of adopting this method
or of deducting a reasonable addition to a reserve
for bad debts. Should the taxpayer decide to
claim the addition to the reserve for bad debts as
a deduction, there should be submitted with the
return a statement showing the volume of charge
sales for the year “and the percentage of the re
serve to such amount, the total amount of notes
and accounts receivable at the beginning and close
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of the taxable year, and the amount of the debts
which have been ascertained to be wholly or
partly worthless and charged against the reserve
during the taxable year” (vide T. D. 3262).
Dividends constitute another item respecting
which changes have been made. If a corporation
receives dividends from another corporation, these
must be included in the income of the recipient
corporation.
Certain of them, however, are
allowed as a deduction. Dividends allowed as a
deduction are those of a domestic corporation,
taxable on income from all sources, and those of a
foreign corporation, if 50 per cent. or more of the
gross income of the foreign corporation was from
United States sources for the three-year period
ending with the taxable year next preceding that
in which the dividend was declared. Certain
domestic corporations, the bulk of whose business is
with a possession of the United States, are not
taxable on income from all sources, and dividends
of these corporations are not deductible by the re
cipient. The reason for not permitting dividends
of all foreign corporations to be deducted is, that
dividends are deductible on the theory that the
corporation declaring them has paid the tax.
Foreign corporations are taxed only on income
from United States sources. Accordingly, if the
foreign corporation paid only a small United
States tax, because most of its business was in
other countries, its dividends should not be ex
empt from tax when received by a domestic cor
poration.
Change in Credits
In addition to changes respecting exempt income,
and respecting deductions, a slight change has
been made in the credits. Credits are amounts
of income subject to the excess-profits tax, which
may be subtracted from income subject to income
tax. The credits allowed under the 1918 Act
were: (a) the amount of interest upon United
States obligations and bonds issued by the War
Finance Corporation which was not exempt from
excess-profits tax, but was exempt from income
tax; (b) the amount of the excess-profits tax;
and (c) a specific exemption of $2,000. It is only in
respect of the last—that is, the specific exemption
of $2,000—that a change has been made. The
specific exemption of $2,000 is now allowed only
in case the corporation has a net income of $25,000
or less. In some cases, should the net income be
slightly more than $25,000, another adjustment
must be made, in that the tax can not exceed
that which is payable if the $2,000 exemption
is allowed, plus the amount of net income in ex
cess of $25,000.
Some changes have been made, also, respecting
the credit for taxes. The credit for taxes is an
amount which may be deducted from the tax other
wise payable. The only taxes respecting which it
may be claimed are income and profits taxes
paid (or accrued) during the same taxable year,
to any foreign country, or to any possession of
the United States. The credit is not allowed
foreign corporations. The amount of the credit
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may not exceed the same proportion of the United
States tax which the domestic corporation’s net
income from sources without the United States
bears to its entire net income, this limitation being
computed without allowing the foreign tax as either
a credit or a deduction.

March
No pretense is made that the foregoing is a com
plete exposition either of the law respecting
income and profits tax determination for corpora
tions, or of all of the changes invoked by the new
Act. Practically every change is covered which is of
general interest and which affects most corporations.

Corporate Income Tax Returns
By H. M. Stein of the Lecture Staff, Pace Institute, New York

ORPORATIONS have been required, since excluded interest on farm-loan bonds, on the pre
1909, to compute income for Federal pur war obligations of the United States, and on the
poses, to file returns, and to pay a tax war and post-war obligations of the United States,
including the bonds of the War Finance Corpora
based upon income as defined under the several
Acts of Congress. This is true, although income tion, to the extent that the varying Acts authorizing
taxation for individuals is dependent upon the issue make provision therefor.
From the gross income, as above defined, the
Sixteenth Amendment, adopted February, 1913.
Before the adoption of this amendment, corpora law allows to be deducted Certain costs and
tions were subject to an excise tax upon the expenses which, in general, but not exclusively,
privilege of doing business in a corporate capacity, were incurred in the effort to produce income.
which tax was enacted in 1909 with a rate of 1 per These items are known as “deductions,” and the
difference between gross income and deductions
cent. upon net income.
Under the Revenue Act of 1921, corporations constitutes the net income. The net income is
are subject to the following income taxes: For the subject to excess-profits tax in 1921, and, after
year 1921, (a) the excess-profits tax upon net applying in reduction thereof items defined as
income in excess of 8 per cent. on invested capital “credits” in the law, is subject to normal tax in
(a specific exemption of $3,000 being granted in 1921 and in subsequent years, at the rates as stated
addition to the invested capital exemption); and above.
(b) a normal tax of 10 per cent. upon net income,
Deductions Allowed
after deducting from the latter the excess-profits
tax for the same year, a specific exemption of
The deductions allowed corporations include:
$2,000 (if net income does not exceed $25,000), (1) all ordinary and necessary expenses; (2) all
and also items of income (such as Liberty Bond interest paid, except that incurred to purchase or
interest) which, by law, are exempt from normal carry securities, the interest upon which is exempt
taxation. For the year 1922 and subsequent from income tax; (3) taxes paid, except income,
years, the excess-profits tax is abolished, and the war profits and excess-profits taxes imposed by the
corporate normal tax rate is made 12½ per cent. United States; (4) losses sustained, to the extent
upon net income.
not compensated for by insurance; (5) worthless
debts (including, under certain conditions, the
Returns—When Made
amount added to a reserve for bad debts or the
The return of a corporation, like that of an portion of a debt not recoverable); (6) deprecia
individual, must be filed on or before the 15th of tion, amortization on facilities constructed or
March for the preceding calendar year, or, if the acquired for the production of articles contributing
corporation reports upon the basis of a fiscal year, to the prosecution of the late war, and depletion in
on or before the 15th day of the third month the case of mines, oil or gas wells, timber, and other
succeeding the close of such fiscal year. The tax natural deposits.
may be paid in four quarterly instalments, the
Depreciation and depletion, in the case of
first one being due at the time that the return is property acquired after March 1, 1913, are based
filed.
upon the cost generally. Where the property was
In general, the law defines income similarly for acquired before March 1,1913, these deductions are
corporations as for individuals. The first item in based upon the value at that date. In the case of
the computation is gross income, which includes depletion of mines, oil and gas wells discovered by
gains and profits from business, trade, dealings in the taxpayer on or alter March 1, 1913, if the fair
property, commerce, sales, and also rent, interest, market value of the property is materially dis
and dividends; in fact, all profits of whatever proportionate to the cost, the deduction is based
character must be included, unless exempted by upon such fair market value at the date of the
the law. In accordance with the Constitutional discovery, or within thirty days thereafter.
limitation upon the power of Congress, there is
In the above outline, necessarily, it is possible to
excluded interest on the obligations of the states present only a very general statement of the
or the political subdivisions thereof; based upon deductions. Many qualifications and considerable
the legislative policy of Congress, there is also discussion would be necessary in order to delimit
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properly the various items; but within the scope of capital may be, can hot be required to pay a tax
this brief article, no attempt can be made to cover exceeding $3,800. (20 per cent. upon $17,000,
the difference between $3,000 and $20,000, plus
the ground.
It should be borne in mind that amounts paid 40 per cent upon the remaining $1,000.)
In arriving at the net income subject to normal
out for new buildings, or for improvements to
property, or in making good depreciation (that tax, the credits referred to above, which are
being separately allowed for) may not be deducted. allowed the corporate taxpayer, consist of: (1) the
Furthermore, whereas individuals are permitted to excess-profits tax upon the same net income, if
deduct contributions made to charitable organiza any; (2) interest on obligations of the United States
tions, etc., no such deduction is allowed to cor not totally exempt from taxation; and (3) if the net
porations, the latter being limited to ordinary and income of the corporation does not exceed $25,000,
necessary expenses and the other specific deductions a specific credit of $2,000.
The following illustrates the computation of the
which have been enumerated above.
There is one other deduction, not mentioned corporate tax. In the case of a corporation whose
above, which calls for separate consideration. The invested capital for 1921 is $100,000, and whose
law requires that there be included in gross income net income is $30,000, the following would be the
all dividends received. In the case of a corpora tax. It is assumed that the net income includes
tion, if these dividends were subjected to taxation $3,200 of interest upon Liberty Bonds not totally
in the hands of a corporate recipient, there would exempt.
be duplicate taxation in
Computation of Excess-Profits Tax
most cases, because the
income distributed by
Amount of
Excess Profits Balance Sub
Tax
Amount
Credit
ject to Tax
Rate
of Tax
a domestic corporation Net income not in excess of 20 per Net Income
would generally have been
$11,000.00*
$9,000.00
20%
cent. of invested capital . . . $20,000.00
$1,800.00
10,000.00
40%
4,000.00
taxed to that corporation Balance of net income .... 10,000.00
Total
Excess
Profits
.
............................................
$5,800.00
as accumulated. The
law provides, therefore,
To compute the normal tax, the following is
that a corporation, after including all dividends
in gross income, may deduct all of such dividends necessary:
received from a domestic corporation, or from a Net income, as above.................................. $30,000.00
foreign corporation when more than half of its Excess-profits tax....................... $5,800.00
income for the past three years has come from Liberty-Bond interest not totally
........................................ 3 ,200.00
sources within the United States—that is, been Asexempt
the income exceeds $25,000, no
taxed in large part by the United States.
specific exemption..........................................
It is not possible, in this article, to discuss the
Total credits .
.............................
9,000.00
excess-profits tax at any length. The definition of
invested capital, upon which the 8 per cent. Net income subject to normal tax .... $21,000.00
exemption from the tax is based, is highly com Normal tax at 10 per cent..................................
2,100.00
plicated, and can be stated briefly only in very Total tax (including excess-profits tax at $5,800) $8,900.00
broad terms. Broadly defined, invested capital
If the corporation’s income had been less than
represents the amount paid in to the corporation
$25,000,
a specific credit of $2,000 would have been
by the stockholders plus the surplus earned by the
corporation and not paid out or distributed. All allowed in addition to the items shown above.
borrowed money must be excluded; and, also, all Moreover, in order to prevent inequity as between
surplus or profits earned within the taxable year taxpayers almost in the same position, the law
must be excluded from invested capital during provides that the normal tax may not exceed the
that year. The excess-profits tax has two rates, amount that would result if the $2,000 were
based upon two blocks of net income. The first allowed, by more than the net income in excess of
block is net income not exceeding 20 per cent. $25,000. To illustrate: if a corporation had a net
upon invested capital. In this block, the tax income of $25,010, all subject to normal tax, the
rate is 20 per cent. upon the net income above the tax, without any specific exemption, would be
exemption of 8 per cent. upon invested capital, $2,501; whereas, a corporation whose net income
plus the specific exemption of $3,000. The was exactly $25,000 would pay only $2,300. Thus
remaining net income, if any, is excess profits— the additional $10 of income, in the absence of
taxed at 40 per cent. There is a maximum special relief, would subject the taxpayer to a
limitation upon the excess-profits tax, which is greater tax in the amount of $201. Under the
intended to benefit corporations whose invested relief provision above cited, the computation
capital is very small. This limitation makes it would, however, be as follows: Net income
impossible for the tax to exceed 20 per cent. upon $25,010; based upon an exemption of $2,000,
net income in excess of $3,000, but not in excess of $23,010 would be subject to tax, and the resultant
$20,000, plus 40 per cent. upon remaining net tax would be $2,301. • The actual tax, under the
income. Thus, a corporation whose net income is statute, may not exceed this amount by more than
$21,000, regardless of how small its invested the net income in excess of $25,000, which, in this
case, is $10. Thus, the maximum tax would be
oConsisting of 8 per cent. upon the invested capital of $100,000
$2,311.
—that is, $8,000, plus the specific exemption of $3,000.
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Congress, in adopting the corporate income tax,
has exempted from its provisions a number of
corporations. These are, in general, fraternal and
mutual organizations or associations not organized
for profit, such as civic leagues, clubs, cemetery

companies, and religious, charitable, scientific,
literary, and educational corporations. Corpora
tions organized for profit which inures for the
benefit of stockholders do not come within these
exemptions.

Biographical Sketches of Pace Students Who Have Made Good
Burchard M. Thoens, Controller, Borden’s Farm Products Company, Inc., New York City
ANY Pace students, when they the Federal Trade Commission, traveled
begin their study of Ac extensively through the state of Wash
countancy, set as their goal of ington, determining the cost of pro
achievement a controllership ducing lumber which was used on the
West aCoast in such large quantities in
in a large corporation. B. M. Thoens,
former Pace student, has already reached building cantonments, and in the pro
this goal. He is controller of Borden’s duction of various war materials. Re
Farm Products Company, Inc., one of the turning to the East, Mr. Thoens joined
large subsidiaries of The Borden Com the professional staff of Haskins & Sells,
pany. Borden’s Farm Products Com and, while with them, was offered a
pany, Inc., is engaged in the production responsible executive position with the
and sale of milk, butter, cheese, and Borden Company of New York City.
eggs, and is one of the largest corpora For three years he handled tax matters
and special accounting work for The
tions of its kind in the United States.
It is interesting to study Mr. Thoens’s Borden Company, and, on June 1, 1921,
career, and to see how, step by step, he
has advanced in business, constantly
getting ready for greater opportunities
when they should come his way. Mr.
Thoens has had a wide and varied
experience, both as a professional and as
an executive accountant. He has al
ways been a great student, constantly
on the alert to add to his store of
technical knowledge and to obtain new
ideas; and, as is usually the case,
substantial rewards have already come
to him.
As Mr. Thoens himself says,
“If a man has knowledge, judgment,
and self-reliance, success may be his if he
puts forth the necessary effort.” Mr.
Thoens possesses in large measure the
three qualifications, and by being
unsparing in his efforts, he has already
achieved a substantial business success.
Like so many business men in New
York, Mr. Thoens was not born in the
great metropolis. He was born on
September 5, 1882, in New Orleans,
Louisiana, and remained there until his
parents moved to New York City, in
1904. Mr. Thoens went through the
public schools of New Orleans, and,
in 1900, was graduated from high school
in the same city.
He accompanied
his parents to New York, in 1904, and,
like many young men beginning their
business careers, he at first held several
minor clerical positions with large New
York corporations. In 1909, he decided
that his opportunities for advancement was appointed controller of Borden’s
would be vastly increased if he were to Farm Products Company, Inc., a
secure a broad knowledge of accounting, subsidiary of The Borden Company.
law, and finance. Accordingly, in 1909, This position Mr. Thoens now holds.
he enrolled in the Pace Course. In
Because of the success which he has
1910, he was successful in obtaining a achieved himself, Mr. Thoens’s comments
position on the professional staff of on the qualifications which make for
S. D. Leidesdorf & Company, New York business advancement will be of genuine
City, and advanced himself to a position interest:
as senior accountant on their staff.
“Success in business, from the in
He was graduated from the Pace Course dividual’s point of view, may be defined
in 1912, and subsequently was employed as the achievement of the position to
as accountant in the department of which he aspires. There are many
degrees of success, from possession of
finance of the city of New York.
During the war, Mr. Thoens put his great power and wealth to the accumula
technical training at the disposal of the tion of a competence, or the holding of a
Government, and under the auspices of position in which one is happy, and from
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which the return permits living in
comfort and providing for the future.
“Very few individuals reach the
pinnacle of success. Those who do are
usually endowed with exceptional ability
in one form or another; but ranging
downward from this pinnacle, there are
many people who may be also classified
as successful. On what does their
success rest, and what are the qualifica
tions that raised them above other
earnest individuals striving for recogni
tion? In my estimation, their success
is usually due to sacrifices of time and
effort in order to improve themselves
in their chosen field, and determination
to reach the goal of their ambition.
“Knowledge may be acquired, and a
sure way of gaining it is through study.
One determined to improve himself can
do so through a carefully selected course
of study. It will not only result in
equipping him with the desired informa
tion, but will also improve the quality
of his mind. The mind grows stronger
through exercise in the same way as
do one’s muscles.
“I know of no better course of study
than that of accounting and law to
equip a person with a knowledge of
business fundamentals. The test of
one’s ability to master them is the
degree of skill shown in applying them
to his daily tasks. It is not an easy
matter to solve some of the problems
that come up in the course of one’s work.
Here is where a man’s mettle is tested.
If he loses confidence in himself, becomes
discouraged, and tries to shift the burden
upon other shoulders, he does himself
great harm. On the other hand, if he
will persist in his determination to rely
on his own resources and keeps trying,
he usually will work his way out of his
difficulties. The effort, both mentally
and morally, will be well worth while.
“An accountant usually deals with
facts and reaches conclusions. An
executive deals primarily with facts and
makes decisions. In both cases, judg
ment and experience are necessary.
The gap between the two is not a wide
one, and the accountant stands an
excellent chance of becoming a capable
executive. Knowledge, judgment, selfreliance—and success may be his if he
puts forth the necessary effort.”
A. S. ADAIR, Class A1140, Pace
Institute, New York, recently accepted,
through the Pace Agency for Place
ments, Inc., a position as bookkeeper
with C. I. Hudson & Company, 66
Broadway, New York City. Mr. Adair
was formerly employed by the AngloSouth American Bank, 49 Broadway,
New York City.
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The Business Man’s Errors in English

in fact, remodeled the machinery—in
the House of Representatives, at least—
for dealing with appropriations. A
single appropriations committee will
handle all money measures. Respon
sibility is thus centralized, both in the
Treasury and in Congress. The appro
priation bills will no longer be a bone of
contention, with Administration officials
arrayed against economy sentiment at
the Capitol. They can be passed easily
and quickly. Before long, many meas
ures now separate may be consolidated
and the customary log jam of the short
session broken.
“If Congress should accept a rule
forbidding amendments increasing ap
propriations, the situation would be
eased still further. With the Adminis
tration assuming complete accountabil
ity for what it spends, Congress can
hereafter give its time more profitably
to auditing expenditure—a function
which belongs logically to it rather than
to the branch of the Government which
asks for the appropriations and then
spends them.”

HAT do you consider the com think of him attempting the assign'
monest mistake in English that ment? attempting is a gerund or
business men make ? ” This verbal noun. A gerund is a participle
question was asked the other used as a noun; in this instance, at
evening of a business man who is tempting
always
is the object of the preposi
at great pains to have his own speech tion of. The word that modifies
grammatically correct, and who, through attempting must then be in the pos
training and experience, notices con sessive case, and we have the correct
stantly the mistakes that other people expression, think of his attempting.
It is easy to understand when we may
make.
“A hard question to answer,” he use him after a preposition by con
replied. Then he thought a moment. sidering this expression, hook at him
“Suppose,” he said, “we divide our attempting to pry open the desk.
business men into two classes—those In this case, him is the object of the
with little formal education who have preposition of, while attempting is
given practically no thought to matters merely the participle modifying him.
of expression, and who, consequently, In our incorrect expression, attempting
make a variety of mistakes; and those was the main idea; in the second state
who have had education enough, but ment, him is of greatest importance,
who, largely through carelessness, make and what he is attempting is secondary.
certain mistakes frequently. Any dis
“These three errors are my answer
cussion of the commonest error would, to your question, ‘What do you consider
obviously, have to be restricted to this the commonest mistake in English that
business men make.’ " Careful speakers
second group.
“So far as this group is concerned,” and writers would do well to avoid these
he went on to say, “I think now of three errors, not simply to improve their own RALPH M. HOLT, formerly a student
grammatical errors which, while they expression, but because their statements in the Day-School Division, and recently
may not be the commonest—no one are so constantly taken as examples.
member of the staff of Pace Institute,
will ever know exactly whether they are
Washington, has accepted a position as
or not, I suppose—yet, are certainly
accountant with the War Finance Cor
made again and again by business men First Federal Budget poration, Washington, D. C. Mr. Holt
who ought to know better.
HE appearance of the first Federal will continue his association with the
“One is the expression, It don't.
Budget seems to have met with school in the evenings.
general approval the country over.
The second is, If everybody does their
The following extract from an editorial
work, and several variations of the same
ALBERT FRANKE, Pace Institute,
error. And the third, What do you on the operation of the Budget, taken New York, recently accepted, through
think of him attempting the assign from the New York Tribune of Decem the Pace Agency for Placements, Inc.,
ment? These mistakes, or some varia ber 2, will be read with interest:
a position as bookkeeper with Stratford
tion of the same fundamental error, are
“How does the new Budget system Candies, Inc., 541 West 22nd Street,
made daily by business men and women work? Formerly, the Secretary of New York City. Mr. Franke was
who belong to our second group. Since the Treasury gathered up the esti formerly with John H. Anazian, 1403
these people, by virtue of their education mates made by heads of departments Bedford Avenue, Brooklyn, N. Y.
and experience, are practically always and bureaus and passed them along to
looked up to in their own organizations Congress. The Secretary was powerless HARRY DINNERSTEIN, Pace Insti
as exponents of correct English, their to change them. In the last days of the tute, New York, through the Pace
habitual use of these incorrect expres Wilson Administration, we had the Agency for Placements, Inc., has just
sions has an effect incalculably bad, spectacle of a Secretary of the Treasury accepted a position as bookkeeper with
both upon their subordinates and upon chiding Congress for creating deficits I. Breidbart, 552 Broadway, New York
when he himself was submitting to it City. Mr. Dinnerstein was formerly
their associates.
“Let us consider, for a moment, the grossly inflated demands from the with the Wonora Knitting Mills, 26
expression, It don't. Don't is a con heads of the War and Navy departments , West 23rd Street, New York City.
traction of do and not, and so should Virtue, as well as charity, should begin
be used only when do not would be at home.
CLYDE B. STOVALL, Semester D,
“Now the Director of the Budget has Pace Institute, Washington, who re
correct. With pronouns in the third
person, it, she, and he, does is always been vested with complete authority signed his position with C. G. LeMasters
used. The correct expression, there and responsibility. It is his duty to & Company, Huntington, West Virginia,
fore, is does no t, or the contracted form wrestle with the Administration spenders. in order to complete his Accountancy
doesn't. Don't is correct when used No department or bureau chief may training at Pace Institute, Washington,
consider his own desires only, and let is now a member of the technical staff
with I, you, we, or they.
“So far as our second error is con the rest of the company go hang. He of Stoy & Burnham, accountants,
cerned, we must remember that every must make his plans fit in with the Washington, D. C.
body is in the singular number; and, policy which the Budget Bureau is en
similarly, such words and expressions as forcing. General Dawes has taught the TOUCHE, NIVEN & COMPANY,
each, any one, anybody, every one, Washington bureaucracy a lesson of public accountants, announce the ad
and so on. In the expression, If every solidarity and conscientiousness in opera mission to partnership of Victor H.
body does their work, everybody is tion with which no one had ever before Stempf, C.P.A., who has been associated
the antecedent of the pronoun their— troubled its dreams. Congress has been with them for several years as resident
the word to which it refers in the acting for several years past as a dogged manager of their St. Louis office. They
sentence. Pronouns, in English, must guardian of the Treasury. Now the also announce the appointment of
agree with their antecedents in person, Administration has a full-grown watch William C. Bechert, C.P.A., as resident
number, and gender. We must, there dog of its own.
manager of their Minneapolis office,
“General Dawes is working in close succeeding Gerald H. Drury, C.P.A.,
fore, make the pronoun which follows
everybody agree with it in number; cooperation with Congress. He intends who will hereafter be associated with
consequently, we say correctly, If every to relieve it of a labor which should them in New York City.
not be put upon it. Congress is a
body does his (or her) work.
The sun never shines in a room if
“The third error I mentioned is really legislative body. It ought not to be
the hardest of the three to analyze. obliged to give up so much time to the curtain is down. Keep your mind
In the expression given, What do you revising indefensible estimates. It has, open to new and illuminating ideas.
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of departments and minor clerks are all given a
business rating by their associates. The officials
The Pace Student
study the recommendations thus submitted, and fix
salaries for the following year on these recommen
A monthly magazine of service, interpreting the
dations. Strange as it may seem, this unique plan
purpose, spirit, and needs of Modern Business
is reported to be working with satisfaction, both to
officials and employees.
Subscription, $1.50 a Year, Payable in Advance
In the right type of organization, however, each
employee in reality fixes his own salary, whether
PACE & PACE, Publishers
the figure is set by the officials or by his associates.
30 Church Street
New York City
In either case, he gets, in the long run, about what
Copyright, 1922, by Pace & Pace
he deserves. If he shirks, if he is a “clock-watcher,”
or a cheat, he fixes his income by that measure.
If he is sincere and conscientious in his efforts, if he
strives to improve himself, and always gives his
Build Good-will
best to his organization, then it will reflect even
USINESS men are pretty well agreed that it tually in his weekly pay envelope.
So, if you are not satisfied with your salary, why
pays to be courteous to all who call at their
not
offices. Even the salesman whose proposition, for change it? Above is a recipe.
good organization reasons, must be turned down,
is entitled to consideration, and he usually gets it. Don’t Shout
Any organization that deliberately sets out to build
T isn’t necessary to shout to show your authority.
good-will firmly in the minds of all who call at its
Fortunately, the day of the loud-mouthed “boss”
offices will benefit greatly in the long run.
Not so much attention, unfortunately, is given to has practically passed. Here and there, however,
building good-will through letters. Many prop there are still a few executives who seem to prefer
ositions are presented to an executive each day, the rule of noise to the rule of mind. It will not
through letters, which he must rule against. When be long, though, before they will all be gone.
When John D. Rockefeller was active in business,
his adverse ruling appears in a letter, it is likely to
create a much more unfavorable impression than his associates used to marvel at the quietness with
though the same adverse decision were given which he dispatched business matters. Even when
orally. Printing and typewriting have a way of he found it necessary to reprimand a subordinate,
being much harsher than the spoken word. Then, he always did it in a low tone of voice. Then, men
too, once anything is said in a letter, it is permanent, marveled. To-day, his policy of quietness and
and has a way of coming back to haunt you at the rule of mind instead of the rule of noise is
times, when you wish it might be forgotten. But generally accepted, and it is a good thing for
you can say “No” in a letter, and still not lose any business and business men that this is the case.
good-will—in fact, you can often build it.
I can not help remembering the last sentence of a Overtime Loyalty
letter I once saw—a letter which was in reply to a
solicitation of advertising. The executive who
VERTIME loyalty is appreciated by execu
dictated the reply was compelled to say “No,”
tives. Eventually, it is usually rewarded.
for the good reason that his appropriation was
A man who can put in some overtime once in a while
exhausted, but he did so in his letter in such a way without worrying too much about his rate of
that no animosity could possibly be stirred up in compensation is sure to attract favorable notice
the mind of the man who received his letter. from his superiors. True, many men consent to
Here is the sentence—“Our refusal to consider your work overtime when they are asked, but they do it
proposition at this time by no means implies that grudgingly. A smile and a cheerful “Certainly,
it lacks merit; possibly, at some future date, we glad to do it,” help a great deal, and show that you
can go into the matter further.”
consider yourself a part of your organization, and
The writer of this sentence has a sound concep not merely a salaried employee, whose hours of
tion of what a letter should do—every letter that work begin at nine in the morning and end at five
goes out from an organization should be a builder in the afternoon.
of good-will for that organization, even though the
letter must say “No.”

B

I

O

Fix Your Own Salary

Seventh Annual Banquet, Pace
Club of New York

HE Seventh Annual Banquet and Dance of
HE employees of a certain large business
Pace students and graduates, of New York
organization fix their own salaries, according
and vicinity, given under the auspices of the Pace
to recent newspaper reports. Just before the
close of each fiscal year, in this organization, the Club of New York, will be held at the Commodore
members of each department vote on what salaries Hotel, New York City, on Saturday evening, April
they think the other members are worth. Heads 22nd. Reserve this date, now!
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Some Salient Points in the Commercial Law
of South America
By Francis M. Anderson, LL.B., of the Law Faculty, Pace Institute, Washington, D. C.
HIS is the second of a series of articles by The authorization to engage in business having once
Mr. Anderson, dealing with the commercial been given can only be withdrawn by the grantor
laws and practices of South America. The after a trial of the cause.
Married women are also allowed to engage in
first article appeared in The Pace Student for
business, if authorized by their husbands. This
January, 1922.—Editor.
authorization must be given by means of a notarial
The preceding article showed the similarity and instrument and should be duly recorded, except
the differences between the law of the United States in the case where the wife is doing business directly
and the law of Spanish America. It distinguished under her husband’s eye. In this case, authoriza
the two systems of laws, noting the fact that, tion is presumed to be tacitly granted. Inasmuch
unlike the common law, the law of South America is as in Spanish law the property of husband and
based on codes, and that, generally speaking, wife, with certain exceptions, is considered to be
what could not be found in the codes was not law. held as if the two persons created a legal partner
The general nature of the Commercial Code as ship, which is called the community of goods, then
distinguished from the Civil Code was considered. in the case a married woman engages in business
The next step, then, is to consider certain of the by the authority of her husband, the property of'
general principles of the Commercial Code. It is the conjugal partnership is subject to her debts.
necessary, however, before going directly to this If, however, there has been, for any reason, what is
point, to explain the status of “merchant,” as known as a “separation of goods,’’then the married
defined in the Commercial Code.
woman may engage in business without the
A “merchant” is particularly designated as such consent of her husband, and only her goods are
in Spanish American law. He is one who engages liable for her debts.
in acts of commerce as his usual and habitual
Books as Evidence in Court
business, such as buying and selling at wholesale
or retail, either at home or abroad. He is, in his
In order to enjoy the protection of the code and
business, subject to commercial jurisdiction, regu to permit the books of a merchant to be received as
lations, and laws, and all his acts are considered, evidence in court, all merchants must be registered
unless otherwise proved, to be acts of commerce. in the commercial court at their place of residence,
Those who are not merchants, when they engage if one is there established, or if not, then before the
in any commercial acts, are, for the time being, justice of the peace of the place where they reside.
subject to commercial jurisdiction and legislation. When they have so registered, they enjoy certain
privileges. Credit is given to their books; they
Acts of Commerce Defined
may apply for a composition with their creditors;
Acts of commerce are defined by the Commercial they receive licenses to trade, the right to ask for a
Code. The acquisition of property in order to discharge from bankruptcy, and to be appointed
make a profit by the sale thereof, either in the same to act as receivers in cases of insolvency.
form as purchased or altered by process of manu
All merchants must register themselves in the
facture, is an act of commerce; arid such acts as public register. They must also record in this
brokerage, auction, dealing in negotiable instru public register all instruments which must be
ments, manufacturing, acting as a commission registered in accordance with law.
merchant, transporting persons or goods by land or
Merchants are required to use a uniform system
water, insurance, building and selling of vessels, of bookkeeping, and possess and keep certain
or carrying on any business pertaining to them, specified books. They must preserve these books
acts of employees, salaries, guaranties, pledges, and all correspondence which has reference to the
etc., are considered to be within the category of merchant’s business, and they must render accounts
commercial acts.
as prescribed by law.
The status of the merchant is also clearly
Merchants must keep a day-book in' which are
defined. Any male of full age may be considered entered daily all transactions, documents of credit
a merchant, if he carries on commercial acts. A which they may receive, guarantee, or endorse,
youth of eighteen also may be a merchant if he has and every other transaction, in such a manner as to
been “emancipated,” which means that he has show who is debtor and who is creditor, and the
been authorized to engage in business by his father sum total of all cash sales and the sum total of all
or mother, as the case may be, and that this sales on credit.
authorization is inscribed and published in the
Every merchant must maintain a stock-book.
proper commercial court. A son over eighteen who This book must commence with an exact and full
is in partnership with his father in business is con inventory of all the merchant’s capital, and a
sidered a merchant, and liable as such for his acts. balance sheet must be made up within the first
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three months of each year thereafter, except that
retail dealers need only draw up a balance sheet
once in every three years. These balance sheets
should be signed by all interested in the business.
The merchant must also have a letter-book.
This book must contain a word for word copy of
every letter or telegram relative to the business;
and they shall be arranged according to date and
in the original language in which the letter or
telegram was written. Each letter or telegram
shall be endorsed with the’ date on which it is
answered, or, if not answered, this fact should
appear by endorsement.
These three books must be produced at the
commercial court to be sealed. A note as to the
number of pages in the book is endorsed on the
first page, dated, and signed by the judge and
secretary.
It is a violation of the law to alter entries of
consecutive order of dates or to leave blank spaces
(for no spaces may be left in which interlinations
might be inserted, as all mistakes should be
corrected by a new entry), to spoil an entry, to

mutilate any part of the book or binding, or to
tear out a leaf or alter the paging. If any books
show any of the foregoing defects, they may not
be used as competent evidence in favor of the
owner of the book. The books, if properly kept,
however, are competent evidence in favor of their
owners, and other evidence will not be received
except to explain conflicting entries in the books of
litigant merchants in regard to the same transac
tions. The language of these books must be
Spanish, and, if kept in another language, they
are not admissible in evidence unless translated
into Spanish by an officially appointed interpreter.
These books must be kept for a period of twenty
years, and the heirs of a merchant must produce the
deceased’s books, if required, as if they were his
own, during the stipulated time.
With this brief sketch of the background of
necessary acts to be performed by the merchant
as a basis of his rights in court, we are ready to
proceed to a consideration of the relations of
merchants to each other and to the public, in their
business activities.

Banquet—Testimonial Dinner to William H. Compton, C.P.A. (N.J.)
ccording to all reports, the perfected in Trenton in the compara
annual banquet of the Pace Club tively near future.
Vice-Chancellor Buchanan, in a
of Trenton, New Jersey, which
learned address, dwelt upon the necessity
was held at the Stacy-Trent, on Tuesday
evening, January 24th, was by far the of a comprehension by business men of
most successful of the many banquets
given by the Pace students of that city.
It was the sixth annual banquet of Pace
students held in Trenton, and the first
under the direct auspices of the Pace
Club, which was organized at Rider
College, Trenton, last spring as a branch
of the National Federation of Pace Clubs.
The banquet was given as a testimonial
to William H. Compton, C.P.A. (N. J.),
who was recently appointed by Governor
Edwards as one of the three com
missioners of the New Jersey State
Board of Public Accountants. Mr.
Compton is a graduate of Pace Institute,
Extension Division, and has been for
several years lecturer on Accounting and
Business Administration at Rider Col
lege, Trenton, N. J.
Nearly three hundred persons at
tended the banquet. Among the guests
were some of the most prominent
officials and business men of New Jersey.
The only absentee among those invited
was Governor Edwards whose unfor
tunate illness prevented his attendance,
but who sent a letter expressing his
regret at being unable to attend the
function. In this letter, he paid a high
tribute to Mr. Compton.
The speakers included Frederick W.
Donnelly, Mayor of Trenton, ViceChancellor Malcolm G. Buchanan, State
Senator S. Roy Heath, State Controller
Newton A. Bugbee, and Homer S. Pace. William H. Compton, C.P.A. (N.J.)
Mayor Donnelly spoke of the excellent
work that has been done in the field of the fundamental principles of com
commercial education by Rider College, mercial law in order to safeguard their
that progressive educational institution enterprises, at the same time pointing
of Trenton, and outlined the plan of out the dangers of a too implicit reliance
public education which he hoped to see upon a little knowledge of the law, and
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citing many instances in his practical
experience as a counsellor and a judge
to illustrate his arguments.
Mr. Pace pointed out the relation
that sterling qualities of character bear
to success in Accountancy, and urged
strongly the maintenance of the highest
standard of ethics in the profession.
Mr. Compton expressed his gratitude
to the Governor for the signal honor
which had been bestowed upon him, and
graciously thanked all present for the
personal tribute of their presence.
Other guests included Hon. Edward
C. Stokes, former Governor of New
Jersey; Edwin G. Woodling, C.P.A.
(N. J.), and James F. Welsh, C.P.A.
(N. J.), fellow commissioners of Mr.
Compton; J. B. Niven, C.P.A. (N. J.
and N. Y.), a former member of the New
Jersey Board and a member of the
Examining Board of the American
Institute of Accountants; Reverend
Samuel Steinmetz, who gave the invoca
tion before and a ringing speech after
the banquet; and John H. Bulin, pres
ident of the National Federation of
Pace Clubs.
Godfrey W. Schroth, Jr., of the New
Jersey Bar, dean of the Law Department
of Rider College, and president of the
Pace Club of Trenton, made a brilliant
toast-master—his pointed repartee keep
ing the speakers at the head table on
their mettle, to the evident delight of
the large audience. During the course
of the evening, an excellent program of
music was rendered, while horns and
balloons added to the general merriment.
All in all, the affair at Trenton seems
to have been a most delightful function,
and one which tended fully to sustain
the now well-established reputation of
the executives, students, and friends of
Rider College for dignity, efficiency, and
success in all that they undertake.
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The Question and Answer Department
This Department does not publish answers to all of the questions received, but only to those which
are deemed to be of general interest to readers of The Pace Student. A communication, in order to
receive attention, must contain the name and the address of the person asking the question.

WISH you would please advise to the best of information to the management. In the case
your knowledge if there is any method by which you mention, the preparation of charts
which production in a specific manufacturing which would contain the various products produced
department can be reduced to a unit for the and the quantities produced might be used advan
purpose of comparison during accounting periods tageously in showing varying productions from
to determine whether there is an increase or month to month.
We call your attention to a recent book by
decrease.
For an illustration, a power-press department Knoeppel, entitled “Graphic Production Control,”
may be taken as an example. The work is of a which may be of interest to you in the preparation
varied nature—the blanking of thin washers, of production statistics.
thousands of which may be turned out in one
CONCERN is engaged in the manufacture of
hour, to that of large drawing operations, the
a specialty article in which are consumed
production of which does not exceed one hundred
various kinds of raw materials. Under its present
per hour. During the accounting period, several
millions of parts may be turned out of all kinds. system of calculating costs, the cost of the amount
Production varies during the period—sometimes, of materials required to produce a given output,
a larger percentage of parts requiring slow opera based upon the approximate demand of its trade,
is taken, and reduced to the production cost of
tions than those of speedy ones.
The problem is, how can figures be presented one article. Thereto is added an arbitrary figure in
to the management which definitely state that order to arrive at a selling price. As you will
production has decreased or increased with the note, overhead expense, which includes for the
various periods, taking into consideration the fact greater part officers’ and workmen’s salaries and
that the help employed within the department rents, have not yet been taken into consideration.
Then from the total month’s sales is deducted the
remains almost constant?
total cost of materials consumed in the production
Answer:
of that month’s total sales, and the difference is
We know of no specific procedure for gauging presumed to be the gross profit. Then from this
production which would be applicable in all cases. gross profit is deducted the month’s overhead,
It would seem, however, that your problem would and this difference is estimated to be the net
have to be solved by means of time studies. A profit. Is this method incorrect?
method which suggests itself to us would be to
(2) In regard to capital stock, subscribed to and
determine the normal time, expressed in hours, paid for, would this be considered a capital
which is consumed in producing each product in liability?
the department. The production unit would
(3) Also, where the total assets are less than the
therefore be expressed in terms of time, say an paid-in capital stock, there being no other out
hour. At the end of the month, the quantity standing liabilities, but merely current expenses,
of each product produced would be determined. would this not indicate that the corporation is
The quantity produced would be multiplied by the operating at a loss?
time, or hours, representing the normal production
(4) Would it be conservative to include an
time. The total production hours a month, ticipated profits on unfilled orders as an asset in a
obtained by totaling the hours applying to each balance sheet where the raw materials have not
product, would represent the production unit for yet been purchased?
the month. This would give a figure which could
Answer:
be used in comparing and gauging the production
(1) We are not clear as to the question in the
from month to month. The number of machine
hours or man hours should, of course, also be first paragraph of your letter. It would seem,
obtained, to determine whether increases or however, that you discuss two cost figures—one,
decreases in production units are accounted for an estimated figure for purposes of fixing selling
by corresponding increases or decreases in actual price, and another, a cost arrived at for statement
working hours. This procedure might not be purposes.
In a manufacturing concern, three elements—
strictly applicable to the case which you present,
but we believe that any common production unit direct labor, direct material, and factory overhead
should be worked out along the lines above —enter into the determination ofmanufacturing
cost. In your statement of the problem, no
suggested.
Production charts or graphs are now being used consideration would seem to be given either to
extensively in presenting cost and production direct labor or to factory overhead. To that
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extent, the cost of goods sold and the gross profit so not. No profit or loss arises on merchandise until
an actual sale takes place; and until such sale,
determined are incorrect.
Below, we give a summary to show the proper no profit should be takeninto consideration.
method of arriving at gross profit and net profit
of a manufacturing concern:
HOULD percentage of profit be figured on
the investment or on the gross sales?
A MANUFACTURING CONCERN
For example, say I start in business on $2,000.00.
Profit and Loss Statement
I invest $1,600.00 in my first stock of goods,
For year ended................. , 19. .
and keep $400.00 to pay my first invoices. Say
that I turn over this stock fast enough so that
Sales................................................ $xx
at no time I have more than $2,000.00 invested.
Cost of Goods Sold:
At the end of two months, I take inventory and
Direct Labor......................... $xx
find that I have a stock of $1,700.00, my gross
Direct Material.................... xx
sales are $5,000.00, and I find that I have made
Factory Overhead................ xx
a profit of $700.00. Should I figure my per
---- xx
centage of profit on the $2,000.00 invested or on
the $5,000.00 gross sales?
Gross Profit.............................. $xx
Answer:
Expenses:
It is a common practice to figure the profit both
Selling Expense.................... $xx
on sales and on investment. An individual engaged
General Expense.................. xx
in business is interested ultimately in the per
---- xx
centage of profit which he obtains upon his invested
capital. In arriving at the amount of net profit,
Net Profit........ ..................... $xx
arbitrary salary and interest allowances applying
to the proprietor should not be included in the
(2) Capital stock is not a liability. It represents expenses to be charged against sales. The profit
an accountability of the organization to the percentage should be large enough to warrant the
proprietorship interests. A true liability arises continuance of business, and should be larger than
out of a contract obligation, the failure to complete the amount which ordinary security investments
which results in a breach of contract, and renders yield, because of the financial risks incidental to the
the person liable upon the contract. A stockholder operation of the business on his own account, and
can not bring suit against a corporation for breach also because of his personal time spent in the
of contract when a corporation fails to reimburse conduct of the business. It is obvious, therefore,
that in cases where the volume of business and
him to the extent of his capital contribution.
(3) We assume that the assets which were costs is fairly constant, a desired increase in the
received in exchange for original issues of stock were percentage of return on invested capital demands
equivalent in value to the stock issued therefor. a greater percentage of profit on sales.
In the example which you submit, we note that
If the condition exists where total assets, with no
liabilities, are less than the outstanding capital a profit of $700.00 was made on gross sales of
stock, there has been a loss, either through oper $5,000.00, with an invested capital of $2,000.00.
ations or because of other reasons, such a loss In this case, the amount of profit equaled 14 per
arising from injudicious investments in securities, cent. of sales and 35 per cent. of invested capital.
and such as the payment of unwarranted dividends If a larger return is desired on the $2,000.00
capital investment, and assuming that the volume
resulting in an impairment of capital.
(4) In general, it is not conservative to anticipate of sales as well as costs remains the same, the
profits on unfilled orders, irrespective of whether gross profit percentage as well as sales prices must
the raw materials to fill such orders are on hand or be increased.
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JAMES V. McCADDEN, Pace Insti
tute, New York, has accepted, through
the Pace Agency for Placements, Inc.,
a position as bookkeeper with the Model
Brassiere Company, 786 Wythe Avenue,
Brooklyn, N. Y. Mr. McCadden was
formerly with Bech Van Siclen & Com
pany, 115 Broad Street, New York City.

DUDLEY J. CRONENBERG, Pace
Institute, New York, is now assistant
bookkeeper with the Hooker Electro
Chemical Company, 25 Pine Street, New
York City. Mr. Cronenberg was for
merly with the N. K. Fairbank Co., 50
Church Street, New York City. He se
cured his new position through the Pace
Agency for Placements, Inc.

G. J. HUNGERFORD, Semester E,
Pace Institute, Washington, has resigned
as an auditor with the American Red
Cross to enter the War Finance Corpora
tion as auditor.

B. E. PERKINSON and E. R. DEW,
students in the Day-School Division,
Pace Institute, Washington, and mem
bers of the Accountancy staff of George
R. Dobie, C.P.A., Rocky Mount, North
Carolina, did not return to school after
the Christmas holidays, as pressure of
professional work forced them to remain
at Rocky Mount. Messrs. Dew and
Perkinson expect to return to Washing
ton this summer and complete the pro
fessional Accountancy course.

JOHN J. SANDHAAS, Pace Institute,
New York, has accepted, through the
Pace Agency for Placements, Inc., a
position as junior accountant on the
professional, staff of the Paramount
Audit Company, 47 West 34th Street,
New York City.
K. KENNETH WIDEMAN, a former
member of Class D1510, Pace Institute,
New York, has been appointed a junior
accountant in the Boston office of the
American Audit Company. Mr. Wide
man was formerly secretary to Mr.
Lafrentz in the New York office of the
American Audit Company. Mr. Wide
man will finish his Accountancy course
at Pace Institute, Boston.
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Essentials of Fire Insurance
TRUCTURES and personal chattels are, insurance intelligently, and secure the most
generally speaking, subject to the hazard favorable settlements in the event of loss. The
of destruction by fire. Experience shows executive accountant usually supervises insurance
matters for his company, while the professional
that the percentage that the value of property
accountant is often called in by the business
destroyed each year bears to the total value of organization
for advice and help in the placement
property subject to fire hazard is fairly well of insurance and the settlement of disputes.
stabilized in respect to each class of property,
A brief consideration, therefore, of the history of
particularly, when facts are gathered from a wide fire insurance and its stages of development will
territory. Notwithstanding the fact that the now be undertaken. In a later article, considera
community at large thus suffers annually a loss tion will be given to company organization, policy
that is only a small percentage of the entire value forms, rating, adjustment of losses, the agency
of the property, a particular owner may suffer system, brokerage, and the accounts of insurance
a much larger percentage of loss, or even a com offices and brokers.
plete loss.
The foregoing facts have led to the development
Origin of Fire Insurance
of the business of fire insurance. Simply stated,
Fire insurance is generally considered to have
the insurance of property against the hazard of had its origin in the desire that arose for some
fire involves merely the collection of a sufficient kind of protection from fire hazard after the great
amount each year from a number of property London fire of 1666, which destroyed about
owners to provide a fund, in conjunction with a three fourths of the city. Numerous plans were
certain capital fund advanced, sufficiently large to tried, and, by the end of the century, the company
reimburse the contributing individuals for the which became the Hand-in-Hand was in existence.
property damage or destruction by fire, and, This was followed shortly afterward by others,
incidentally, to pay all the expenses and profits that notably the Sun, of London, which is in existence
are essential to the conduct of the insurance to-day as one of the leading companies of the
activity.
world. Early colonists to America brought the
Because of the vast amount of property subject idea with them, and marine insurance was in force
to destruction by fire, and because it is considered as early as 1682.
sound business policy to safeguard an individual
Philadelphia was one of the first cities in this
or a business against the loss of capital by fire, the country to make an effort toward the protection of
business of fire insurance is conducted on a large its property from the fire hazard. As early as
scale in every modern business community.
1730, we find the city authorizing the purchase of
three fire-engines, four hundred buckets, twenty
The Accountant Should Be Informed
ladders, and twenty-five hooks. By 1752, there
The accountant should be thoroughly informed were seven fire companies organized for the
as to the principles and practice of fire insurance, protection of the city.
for the following reasons:
On February 18, 1752, the first fire-insurance
First, it is essential that the accountant in company in the United States was organized, at
public practice should understand the underlying Philadelphia. This company, the Philadelphia
principles of insurance and the specific matters of Contributionship, continued business for thirtyorganization, operating procedures, account keep four years without opposition. As a result of
ing, and the like, which arise in the conduct of heavy losses from damage by fire to houses with
insurance work in the head offices of companies, trees in front of them, a condition which made the
in the branch offices of such companies, and in fighting of fire more difficult, a rule was pro
the offices of brokers and agents. The duties of mulgated by the directors of the company against
the professional accountant will almost certainly the acceptance of such risks. The antagonism
include constructive or auditing work for fire- aroused by this step brought into existence the
insurance companies or brokers.
second company, in 1786. It is interesting to
Second, it is necessary for both the accountant note that they marked each house upon which they
who is in professional practice and the executive assumed a risk with a shield bearing a green tree,
accountant who is employed by the business cast in lead.
organization to be familiar with the types of
Both of these companies offered what is known as
policies, the effect of various clauses in policies, the “perpetual insurance.” A single premium was
options that are available, and the details of paid, of such an amount that the original deposit
adjustments and settlements. All these matters, would bear sufficient interest to provide a fund
and others, must be understood in order that the from which to pay losses. The principle is similar
private business organization may place its to that of an annuity in life insurance, since a
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The Aetna was the first company to begin a
single payment is made in lieu of a continuation of
classification of risks. The idea of classification
annual payments.
From this early beginning to the present day, the was suggested by a question of one of its policy
development of fire insurance may be divided into holders as to the number of fires in paper-mills.
three periods. The first, which was a period of This led to an analysis of losses to determine an
experiment, ended with the New York fire of equitable rate for each type of building or class of
1835, which put many of the companies out of property. In the following period, still greater prog
business. The second period, which came to a ress was made in determining the loss ratio for each
close with the end of the Civil War, saw the class of risk, and in fixing a rate accordingly.
The disastrous financial results of the fire of
introduction of many basic ideas which are in use
to-day. From 1866 until the present time, there 1835 led to an effort, both on the part of the com
has been a steady increase in the volume of panies and on the part of the patrons, to secure
insurance, with greater and greater efforts in greater stability by the establishment of a reserve
fund out of which losses could be paid. Massa
behalf of governmental supervision.
chusetts, in 1837, was the first state to pass a law
The First Company in New York
requiring the companies to accumulate such a fund.
part of each premium was to be added to this
The earliest company in New York was the A
reserve.
1853, New York enacted an unearned
Knickerbocker Fire, which was organized on premium In
reserve
law. This was followed by
April 3, 1787. This was quickly followed by the several years of experiment
adjusting the rates
New York Insurance Company, the Columbian and amount of this fund, in in
which
New York
Insurance Company, and the Eagle Fire, now the insurance department took an activethe
part.
There
oldest New York stock fire insurance company. was some attempt at examination and licensing
of
These companies were organized under charters companies by special commissions under the
granted by special acts of the legislature.
of the New York insurance department
The Hartford Fire, the first to begin the use of direction
as
a
further
development of state supervision.
the agency system, was organized in 1810. One
year later, it established an agency at Canandaigua,
Organization of Mutual Companies
N. Y. This was followed by one at Middlebury,
Vt., and, in 1820, another at Cleveland, Ohio; but
The last result of the New York fire was that an
it was not until . 1821 that New York City was of impetus was given to the organization of mutual
sufficient size to merit the establishment of an companies, because the faith of the people in
agency.
stock companies had been shaken by the disaster.
The Aetna, as rival of the Hartford Fire, was Sixty-two mutual companies were reporting to the
organized in 1819, and, in that year, entered into authorities of New York State in 1853. They made
the first reinsurance contract by agreeing to the mistake, however, of attempting to operate in
assume all of the risks of the Middletown Fire Com the same manner as stock companies, and losses
pany. This company followed the policy of the to members were heavy.
Hartford Fire in establishing agencies to conduct
Under the Insurance Law of 1849, over fiftyits business.
four mutual companies were organized, but only
There were in operation by 1820 seventeen stock seven of them were in existence in 1860. It has
companies in New York, six in Pennsylvania, two been estimated that an average of $50,000.00 was
in Connecticut, and one each in Rhode Island, lost to the people because of the failure of each
New Jersey, and Massachusetts. It was in this of these forty-seven companies. Only those mutual
period, between the time of the War of 1812 and companies which insure in a restricted area or
the New York fire of 1835, that strong opposition upon property of persons engaged in similar lines
arose to the introduction of any foreign companies of business, where inspection is maintained, can
to compete with these domestic organizations.’ operate successfully.
Many of the states passed laws against them, which
In spite of the opposition of the mutual com
were not repealed until the failure of many domestic panies, the stock companies began to recover from
companies in 1835 necessitated the admittance of the fire, and new companies entered the field to
foreign companies to enable the people to secure care for the increased business. Before the close
adequate insurance.
of the period which ended with the Civil War,
This first period of the development of fire progress was made in formation of local boards
insurance, which saw the start of the agency which were the forerunners of present organizations
system, the first reinsurance, and legislative of local agents, in the development of adequate fire
enactment in control of insurance matters, was protection by the establishment of paid fire com
closed by the New York fire of 1835 which swept panies, and in the appointment of field men whose
many of the New York companies out of existence. earliest duties were the adjustment of losses.
This fire led to many developments in the period Some attention was paid by them to the inspection
that followed: the classification of risks, the of risks and the regulation of rates. Other duties
accumulation of surplus to meet losses, the begin were added from time to time, until the system
ning of state supervision of insurance, and the was developed into the well-organized field service
organization of mutual companies.
of to-day.
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The third period was to see closer cooperation
through the organization of the National Board of
Underwriters, in 1866, an advance in rate-making,
the introduction of the daily report, the adoption
of a standard policy, the use of fire maps, the
development of inspection work, the introduction
of definite plans of schedule rating, systematic
loss adjustments, and further development of state
regulation.
In the general depression resulting from the war,
rates were low and business was poor. This led to
the cooperation of competing companies, which
successful operations would probably have pre
vented. The National Board of Underwriters was
organized in 1866, and did much in the next ten
years toward the standardization of rates. In
1877, the National Board returned to the local
boards the duty of rate-making, and there followed
a period of cutting of rates until the various
sectional organizations of field men assumed this
duty. These organizations have developed and
expanded, although special bureaus are to-day
responsible for rates.
First Daily Reports
The daily report was devised, in 1867, to take
the place of the old monthly statement which did
not facilitate the handling of business. This daily
report was the report of the agent to the home
office, in which he gave the results of his examina
tion of the property upon which insurance was
sought. The written portion of the policy, a
diagram of the property, information as to rates,
etc., were included. This was mailed to the home
office at the time the policy was written and made
binding upon the company by the agent, but
enabled the company to withdraw if it was un
willing to accept the risk.
Every section at this time had its own form of
policy, and, while many of them were satisfactory,
there was no attempt at uniformity. The National
Board made the first attempt at the adoption of a
standard policy, but no great progress was made
until Massachusetts provided for such a policy, in
1873, and made it obligatory, in 1880, upon all
companies operating in the state. This was fol
lowed by the adoption of the standard policy in
New York, in 1886.
In May of 1856, The Aetna commissioned a
civil engineer to make maps of important points in
Tennessee, where the company was transacting
business, and in June of that year, the first map
was copyrighted in the name of the Aetna Insurance
Company. This led to the organization of map
companies which supply the insurance companies,
and undertake to keep them up to date. Each
risk is charted, and the office manager is able to
pass intelligently upon any new application for
insurance.
In the beginning, such inspections as were made
were the work of the officers of the companies
which operated in restricted territories. Next,
this duty fell upon the local agent without super
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vision from the home office, only to be succeeded
in this period by the appointment of field agents
who inspected the important risks, examined
special hazards, and otherwise supervised the
work of the local agent, giving an independent
report upon the character and activities of the
local agent.
The Mills Mutuals, a name given to certain
New England companies, were organized with the
idea that it would be cheaper to prevent fires than
to pay losses. They developed a thorough system
of inspection, and extended the use of appliances
to prevent fire. Chief among such devices is the
automatics sprinkler system. Other developments
led to definite plans for construction of buildings,
adequate water supply for fire fighting, and other
preventive methods.
This period saw an advance in rating, resulting
from the adoption of definite plans for schedule
rating. The risk is so dependent upon the con
struction of the building, the water supply, the
use of appliances to prevent fire, and other con
ditions, that no two risks can equitably be given
the same rating. A systematic plan, called the
Universal Mercantile Schedule, was promulgated
in 1893. A. F. Dean, of Chicago, devised a plan,
called the “Mercantile Tariff and Exposure
Formula for the Measurement of Fire Hazards,”
which is in use in the Middle West.

Systematic Adjustment of Losses
A beginning was made in this period toward some
systematic plan for the adjustment of losses.
This duty, which formerly belonged to the field
men, began now to be assumed in many instances
by trained adjusters, to whom insurance com
panies gave employment. Such employment of
local adjusters resulted in a reduction of expense
and in promptness of adjustment. Organizations
have also been formed to salvage and sell damaged
stock, so that the loss may be as small as possible.
In this period, insurance companies were the
subject of much adverse and much favorable
legislation, but the general tendency was toward
a greater and greater supervision by the state
authorities. Taxes, reports, policy forms, licenses,
and many other insurance matters were made the
subject of special statutes. Many states passed
laws giving to an insurance department, a com
missioner, or a superintendent of insurance, the
widest powers of supervision over the activities of
companies operating within the state. The extent
of this requirement will be given in a later con
sideration of state supervision.
Some idea of the importance of fire insurance
to-day may be gleaned from an examination of
figures which show the results of recent years.
The hazard of fire has been brought sharply
to our attention in the first days of October by the
coming of the annual prevention week in which
insurance companies and organizations, public
officials, and others, join in an effort to educate
the people in means of fire prevention. Statistics
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taken from the Insurance Year Book for 1921, give
the following:
Number of companies.................
926
Capital paid up (U. S. Co.’s.)... $ 176 ,906 ,304
Assets........................................... 1,598 ,751,499
Surplus........................................
478 ,352 ,992
Net premiums............................. 1 ,020 ,241,864
Total income............................... 1 ,102 ,788 ,799
Losses paid..................................
461,872,894
Average per year
Dividends (Am. Co.’s, incl. Mut.)
67 ,114 ,373
Year 1911
1860-1870
Expenses......................................
378,257,920
Premiums ..... . . $3,367,915.98 $294,071,982.00
Commissions:
Total expenditures......................
907 ,245 ,187
. .
381,135.28
64,842,912.00
Amount.........................
. .
11.32
22.05
Per cent. of Premiums
These figures cover both fire and marine in
In 1914, over $430,000,000 was collected in the surance, which are grouped together. This same
United States in fire-insurance premiums. Other record lists the names of 55,000 agents, of whom
35,000 write fire insurance. Names of 2,000
figures for the year are:
independent fire-insurance adjusters and 5,000
Number of
Companies
Capital
Assets
Losses
Expenses
attorneys
and counselors who specialize in insurance
301 (Stock)
$105,669,891 $712,774,358 $207,027,774 $134,507,591
are given.
295 (Mutual) .....................
102,972,327
17,611,809
8,830,978
[To be Continued]
Eighty foreign insurance companies were doing
business in the United States in that year. The
stock fire-insurance companies making reports to Mid-winter Dance, Pace Club of Newark
New York, in 1914, had outstanding risks of
HE newly organized Pace Club of Newark
$56,012,859,329. In his annual report for the
began its social activities with a dance, on
year ending December 31, 1919, the New York
Wednesday evening, February 15th. The highly
Superintendent stated: “The total amount of new
business written during the past year by the successful affair was held in the Pace Institute
companies authorized to do business in the state Building, 24 William Street, Newark, and was
of New York was more than 50 per cent. of the largely attended by students, their friends, and
total insurance of the companies, operating in the members of the executive staff of the Institute.
Music—the toe-tingling kind—was furnished by
state, in force on December 31, 1906.”
Figures for the year ended December 31, 1920, the Criterion Orchestra, of Newark.
compiled by the National Fire Protection Associa
tion show that the fire waste for 1920 was more
than $500,000,000, a property loss nearly equal to
that of 1906, the year of the San Francisco fire,
and greater than any other year’s total in the
country’s history.
The following statistics show a comparison of
an average for the ten-year period from 1860 to
1870 with the year 1911:

T

HAROLD A. KLUGE, a recent
graduate of Pace Institute, Washington,
has accepted a position with Main &
Company, certified public accountants,
Pittsburgh, Pa. Mr. Kluge was formerly
in the Income Tax Unit, Bureau ’of
Internal Revenue, Washington, D. C.
CHARLES KOENING, Pace Institute,
New York, has accepted, through the
Pace Agency for Placements, Inc., a
position as junior accountant on the
professional staff of Haskins & Sells,
37 West 39th Street, New York City.
Mr. Koening was formerly with Collings
& Company, 19 Clinton Street, Newark.

CHARLES W. BEHRENS, Pace Insti
tute, New York, has obtained, through
the Pace Agency for Placements, Inc.,
a position as junior accountant on the
professional staff of Haskins & Sells,
37 West 39th Street, New York City.
Mr. Behrens was formerly with Arnold
Markel, C. P. A., 135 Broadway, New
York City.
ALEXANDER JOHNSON, Pace Insti
tute, New York, is now a junior
accountant on the professional staff of
Haskins 8b Sells, 37 West 39th Street,
New York City. Mr. Johnson was
formerly with Acker, Merrall & Condit
Company, 61 West 34th Street, New
York He secured this position through
the Pace Agency for Placements, Inc.

MISS MARTHA EMMONS, Pace
Institute, New York, has accepted a
position, through the Pace Agency for
Placements, Inc., in the accounting
department of the Radio Corporation,
233 Broadway, New York City.
BENJAMIN ALK, a former student of
Pace Institute, New York, was recently
elected treasurer of the Sweets Company
of America, Inc., New York City. This
company manufactures “Tootsie Rolls,”
a confection familiar to all New Yorkers.

CHARLES L. HUGHES, C.P.A.,
formerly district controller, United
States Shipping Board Emergency Fleet
Corporation, announces the establish
ment of offices for the practice of
accounting and auditing at 110 William
Street, New York City.

MARIO E. RINCON, Pace Institute,
New York, has accepted a position as
bookkeeper with Austin Woodberry &
Company, 53 Leonard Street, New
York City. Mr. Rincon was formerly
employed by the China Japan Trading
JOSEPH J. BORK, Class B2301, Pace Company, 110 William Street, New
Institute, New York, is now assistant York City.
bookkeeper with Stone & Warren, 346
Broadway, New York City. He secured JOHN P. BURKE, Pace Institute, New
his new position through the Pace York, has accepted, through the Pace
Agency for Placements, Inc. Mr. Bork Agency for Placements, Inc., a position
was formerly with the American District as junior accountant on the professional
Telegraph Company, 183 Varick Street. staff of Arthur Young 8b Co., certified
public accountants, 82 Beaver Street,
PITT W. DANFORTH, C.P.A. (Mass.), New York City. Mr. Burke was
a graduate of Pace Institute, Boston, is formerly with Neville, McIver, Barnes &
now associated with Lewis, Murphy 8b Company, Savannah, Ga.
Company, accountants. This firm main
tains offices in several of the largest THOMAS I. EVANS, Pace Institute,
cities of the United States. Mr. Dan Newark, has accepted, through the Pace
forth was formerly treasurer and assis Agency for Placements, Inc., a position as
tant general manager of the Packard junior accountant on the professional
Motor Car Company, of Boston, and staff of Price, Waterhouse 8b Company,
later served for some time as treasurer accountants, 56 Pine Street, New York
of the Henshaw Motor Company, dis City. Mr. Evans was formerly with
tributors of Dodge Brothers’ cars in The Controller Company, Inc., 287
Boston and vicinity.
Laurel Avenue, Arlington, N. J.

